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ABSTRACT 

This paper examines school finance as a potential solution 
for inequity, identifying problems with the conventional solution of simply 
providing additional funding when inequities and inadequacies appear. The 
paper notes that states have developed a large roster of policy instruments, 
or state mechanisms of achieving educational policy. California's finance 
system is complex, and while it establishes greater equity in funding in some 
provisions,- it undermines them in others. School finance reforms have always 
been argued in terms of dollars spent on schooling. New school finance, 
instead, concentrates on how dollars are actually used within classrooms and 
schools to produce desirable educational outcomes. In California, the most 
recent in a long line of litigation promoting greater equity is Williams v. 
State of California. This case provides an example of a new school finance 
lawsuit, since the facts of the case (too many uncredentialed teachers, 
inadequate and outdated textbooks, and inadequate and deteriorating a 
facilities) move beyond dollars to the instructional conditions students 
experience in schools and classrooms. The paper asserts that solutions for 
these inequalities may require a complex combination of top-down funding 
patterns with a bottom-up process based on inequities in either instructional 
conditions or outputs. (Contains 148 references.) (SM) 
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Our story starts in the early nineteenth century. The efforts of school reformers to 
establish publicly-funded common schools available to all children were the first steps 
toward realizing the ideals of equity and inclusion in public education. The common 
schools were intended to bring education, and a common curriculum, to all children so 
that they might develop the literacy, attitudes, and moral habits necessary for 
citizenship in the new democracy. The fact that some children could not afford to 
continue in school very long was not, at that point, something that could be corrected; 
even Horace Mann, the champion of education as the "the great equalizer of the social 
conditions of men — the balance wheel of the social machinery" had to acknowledge 
that middle class families would not have to suffer the indignity of having their 
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children attend high school with working-class children, because poor children would 
have to be at work. So the ideal of equality developed and has persisted these many 
years, fueling efforts to include every kind of child — low-income children, immigrant 
children and what we now call English Language Learners (ELL), disabled children, 
homeless children. At the same time, many other factors — of which the inability to 
afford going to school has been only one — have conspired to keep the ideal of equality 
from being realized. 

Around 1900, vocational purposes began to join the earlier political and moral 
purposes of education. Conceptions of equity changed in subtle ways: the notion of 
equality of educational opportunity emerged, and long debates ensued about whether 
the differences among children and the variation in their vocational goals required the 
same education or a differentiated education — college for those bound for professional 
positions, high school vocational education for those bound for moderately skilled 
working-class occupations, something else (often, the general track) for those destined 
for unskilled positions. On the bright side, equality of opportunity extended notions of 
equity, revising them to incorporate the occupational functions of schools — since the 
opportunity provided by schooling now increased the chance to achieve economic 
success. On the dark side, equality of educational opportunity has been a slippery 
concept since it is difficult to know whether inequalities of outcomes are due to 
differences in opportunities or to differences in the willingness or ability of children to 
take advantage of opportunities provided. And so ideals of equity have persisted, and 
have driven efforts ranging from finance reforms starting early in the twentieth century, 
to desegregation efforts starting in the 1940s, to compensatory efforts associated with 
Great Society programs (such as early childhood programs, Title I and now the No 
Child Left Behind Act), to the recent whole-school reform efforts, to various assessment- 



driven accountability movements. The search for equity has been relatively constant 
throughout the twentieth century, based on deeply-rooted values about the political 
and occupational roles of schooling, but equity itself remains elusive because of political 
opposition, because equity is a moving target, 1 and because the concept itself is difficult. 

In this paper we focus on the finance of schools as one of the potential solutions 
for inequity — indeed, as the solution that many advocates focus on first, even as critics 
complain about "throwing (away) money at the problem." Like equity itself, the efforts 
to reform the methods of financing schools have their own long history of political and 
judicial efforts, starting with the "discovery" in 1905 by Elwood Cubberly that districts 
had differing capacities to finance schools. The state aid mechanisms that he promoted 
were then elaborated in the 1930s by foundation plans, which attempted to establish 
minimum or foundation levels of spending. Subsequently, in the late 1960s with the 
wave of interest in equity, a series of lawsuits challenged the persisting inequities in 
spending from district to district and generated yet other funding formulas, and most 
recently a spate of lawsuits have argued for establishing adequacy — that is, funding 
adequate to establish minimum acceptable levels of schooling, reminiscent of earlier 
foundation plans. 2 So there's been plenty of action surrounding finance, both 
complaints and efforts to create solutions. 

But once again these efforts have been insufficient, and inequities persist in 
education — ranging from the gap in test scores among different racial groups, to 
differences in educational attainments by income or class, to disparities in school 
resources including qualified teachers, appropriate textbooks, and adequate facilities. 3 
When low-SES minority students go to school, they are far more likely than their 
middle-class counterparts to encounter teachers without proper credentials, without a 
degree in the subject they are teaching, and with little experience or training. Their 
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classrooms are likely to be overcrowded and short on desks and other necessities. One 
author who has researched disparities in resources noted that resource differences are 
clearly apparent along racial lines (Roos, 1998). He found that, "At Latino elementary 
schools in 1992-93 there were 254 square feet per pupil, whereas the corresponding 
figure for white schools was 555; 34 percent of Latino elementary schools exceeded 
district size goals, but no white schools exceeded these goals" (pg. 43). 

There are other, less obvious inequalities in schools in poor neighborhoods. 
Coleman (1968) discussed inequality that is hard to see, residing in many intangible 
characteristics of the school such as teachers' morale and their expectations of their 
students. He further suggested that inequality may exist not only in terms of the 
educational inputs, but the influences of the school process relative to influences that 
may exist outside the school. Thus, it is important in discussions of resources to 
consider the "power" of the resources offered by the school to counter poor students' 
lack of access to resources outside of schools. This is especially crucial in California, 
where socio-economically disadvantaged students make up 47% of California's school 
population. 

Sometimes the reason for persistent inequalities in school resources is that the 
efforts at equalization have been incomplete — that in fact legislatures have not 
produced funding methods that eliminate the differences among districts within their 
states. Sometimes the answer is that funding differences are not the entire explanation 
— perhaps not even the most important explanation — for inequities, and that other 
policies must be examined as well. And sometimes, it seems, the resources available are 
poorly spent, or wasted, or (in the worst case) embezzled in some way, so that no 
conceivable sum of money could improve the education of certain children. And so the 
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question arises once again: Given that prior efforts at equalizing funding have not worked to 
produce equity, what are the next steps to take? 

In this paper we identify several kinds of problems with the conventional 
solution of simply providing additional funding when inequities and inadequacies 
appear. The first, the subject of Section I, is that states in general and California in 
particular have developed a large roster of policy instruments, or state mechanisms of 
achieving educational policy. But the finance system in California is particularly 
complex, and while it establishes greater equity in funding in some of its provisions, it 
undermines them in others. More seriously, the funding mechanisms are completely 
uncoordinated with other policy instruments, so that the attainment of educational 
outcomes — which generally requires that a number of different elements work in 
harmony — is undermined. Particularly when funding is necessary but not sufficient 
(NBNS) on its own — that is, when it has the potential to be effective as long as there 
are complementary policies — then solutions that operate only through funding will be 
inadequate. Similarly, if other policies are potentially effective but not by themselves 
sufficient, then single-instrument reforms will always be inadequate. 

A second large problem is that school finance reforms have always been argued 
in terms of dollars spent on schooling. The "old" school finance — the approach to 
reform that has dominated since Elwood Cubberly — has concentrated on the levels 
and patterns of spending, and has usually neglected how dollars are used within 
classrooms and schools. Instead of this perspective, the "new" school finance 
(developed in Section II) concentrates on how dollars are actually used within 
classrooms and schools to produce desirable educational outcomes. One insight of the 
"new" school finance is that the effective use of resources is a two-stage process: It is 
first necessary to ascertain those practices and instructional conditions within schools 
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and classrooms that enhance learning. Then it's necessary to allocate resources to those 
practices, rather than to other ineffective uses. The implication for state policy is that, if 
schools are to be more effective or more equitable, the state must develop ways to 
assure that funds are well spent. 

In California the most recent in a long line of litigation intending to establish 
greater equity, starting with the well-known Serrano v. Priest case of 1971, is Williams v. 
State of California. 4 This case is a good example of a "new" school finance lawsuit, since 
the facts in the case — evidence of too many uncredentialed teachers, inadequate and 
out-of-date textbooks, and inadequate and deteriorating facilities — move beyond the 
level of dollars to the instructional conditions that students experience at the school and 
classroom levels. The solutions for these inequalities might also be more complex than 
simple equalization of dollars, as the Serrano case sought; instead, as we argue in 
Section III, a more complex combination of top-down funding patterns (the current 
approach) with a bottom-up process based on inequities in either instructional 
conditions or outputs will be necessary. The Williams case therefore provides a vehicle 
for the state of California to consider more subtle and potentially more effective ways of 
achieving equity. 

I. The Development of State Policy Instruments 
and the Role of School Finance 



The history of K-12 education is a history of state efforts to improve the extent, 
quality, and equity of public schooling, moving away from the strictly local efforts that 
dominated until the early nineteenth century. In some cases, these developments have 
emerged from challenges to inequity, of which the Serrano and the Williams cases in 
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California are examples; in other cases they emerged from efforts to improve the 
efficiency of schools, part of the "movement" for efficiency that developed after 1900 
(Callahan, 1962); and in part they represent efforts to improve the effectiveness of 
schools, notably in the efforts to induce school reform since 1983. These developments 
have meant that the instruments of state policy have become much more complex over 
the last century, and the apparatus of state government has become much more 
elaborate. 

In their original analysis of the instruments of policy, McDonnell and Elmore 
(1987) concentrated on four instruments: mandates; inducements, especially financial 
resources, but also other incentives and disincentives like those embedded in 
accountability mechanisms; capacity-building, or the provision of resources (fiscal 
resources and human resources like technical assistance) intended to build the ability of 
local districts and school to provide high-quality schooling, however quality might be 
defined; and system-changing efforts, changing the education system in fundamental 
ways including vouchers, privatization, the development of new institutions and 
administrative structures, and the like. In many cases, specific programs combine 
several different instruments; for example, policies for students with disabilities 
combine mandates and inducements; the state's charter school mechanism includes 
inducements and system-changing practices; and categorical grants combine 
inducements (funding) with mandates limiting how funds are spent. Not surprisingly, 
funding is an important component — of inducements, capacity-building, and (often) 
system-changing. And of course instruments are often complementary to one another: 
mandates without inducements lead to the dread problem of unfunded mandates, and 
mandates without capacity-building — for example, the requirements embedded in 
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high school exit exams, but without efforts to improve the capacity of schools to 
enhance test scores — result in a stalemate. 

In this section we will use a looser, functional analysis of different state 
instruments in California, since we want to trace the consistencies and inconsistencies 
among different areas of policy, and the four-part categorization is too sparse for our 
purposes. We will consider financing at length, and then move to three other 
instruments. 

1. School financing for current operating expenses has been shaped by many 
independent efforts. Up to the 1960s, California had, like many other states, a 
foundation formula that provided more state revenue to property-poor districts than to 
rich districts. But the differences in state revenue were not sufficient to compensate for 
the enormous differences in local revenue, and in any event there was a floor of $125 
per student ("basic aid") that every district received regardless of wealth, a provision 
with serious disequalizing tendencies. Hence, the Serrano suit followed, with its efforts 
to develop equity in expenditures per student in the state — specifically, in the original 
case, to bring 95% of districts within $100 per pupil of the state average. 5 The efforts to 
realize this goal involved several legislative efforts and several repetitions of the Serrano 
case, which resulted in the establishment of revenue limits that allowed poor districts to 
increase their funding at a greater rate than wealthy districts, thereby squeezing 
spending differentials over time. The State provides about 60% of school revenues, with 
23% from property taxes, 10% from the federal government, and the remaining 7% from 
local miscellaneous sources and the lottery. In recent years, about 97% of California 
students have attended schools in districts where the revenue limit funding per student 
was within about $350 of the other districts (EdSource, 1998). 
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However, at least three other major events have intervened to attenuate these 
equalization efforts. Perhaps the most important was the passage of Proposition 13 in 
1978, constraining the use of property taxes at the local and district levels. Since reliance 
on local property taxes caused the inequalities in spending attacked in Serrano, one 
might imagine that Prop 13 would have contributed to equalization by undermining the 
effects of the variation in local revenue. But what has happened has been more complex. 
Overall spending levels in California have, relative to other states, decreased because of 
the near-disappearance of a major tax source, contributing to the perception that 
resources in many California schools are inadequate; a favorite demonstration is that 
resources per student ($6,232 in 1999-2000) are considerably lower than the national 
average of $7,146. California ranked 41st overall in per pupil expenditures in 1997. In 
1998, California ranked 50th in the nation in the ratio of total school staff to students (1 
to 12; the US average was 1 to 9). And in the same year, California ranked 50th in the 
nation in the ratio of school administrators to students (1 to 504; the US average was 1 to 
360). 6 In addition, policy and reform initiatives have shifted to the state level because of 
the lack of local resources to develop reforms, with the result that state policy and state 
instruments have become increasingly important. Finally, the efforts of the state to 
compensate for the loss of local tax revenue have often taken the form of categorical 
grants (described below), with less equalizing provisions than revenue limit funds. On 
the whole, then, the effects of Proposition 13 on both the overall quality of public 
education and on its equity have been negative. 

A second policy was the passage of Proposition 98 in 1988. Because revenues per 
pupil in California had been slipping behind those of other states, the legislature 
initiated an amendment that now provides a specified amount of any tax revenue 
increases to K-12 districts (and community colleges as well). The three-part formula for 
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calculating the overall amount of tax revenues going to education provides increases 
during boom times, and protects school spending from equivalent cuts during 
recessions. But, of more relevance to the equity issues here, the allocation of these 
revenues among districts that was intended to provide a floor for school spending has 
instead become more of a ceiling. 

The third and in many ways the most important aftermath of Prop 13 has been 
the explosion of state categorical grants. Categorical grants provide revenues for 
specific purposes; for example, there are now grants to pay for pupil testing, discourage 
truancy, and provide adult education, among the more than 50 grants in the state. The 
politics behind categorical grants are relatively transparent: an interest group finds 
some kind of school resource missing, and pressures legislators to provide revenues 
specifically for that purpose; the legislators get credit for helping pass the legislation; 
and the legislature as a whole can congratulate itself on directing state resources to 
what are presumably effective ways to spend money (an issue to which we return in 
Section II). But the cost of increasing categoricals, which now account for about 48% of 
all state aid (up from 11% in 1979) (EdSource, 2000), is that they impose constraints on 
local districts about how they use state funds and increase reporting requirements. In 
addition, because most categorical funds are distributed without regard to equalization, 
they undermine the equalizing effects of revenue limit funds. As a result the steady 
increase in categorical funds has made state revenue as a whole less equalizing. 

Overall, the changes in response to the Serrano case, and the subsequent 
developments, have resulted in a state financing system that is considerably more 
equalizing than in most states. In the General Accounting Office analysis of the 50 
states, California ranked 10th in equalization efforts for the school year 1991-92 (GAO, 
1997). Furthermore, the cities in California — which arguably have the greatest needs 



